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FAR EAST/PACIFIC DIVISION

INTELLIGENCE HIGHLIGHTS NO. 92
15 MARCH to 21 MARCH 1950

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

25X6

Faced with steady inflation, the Chlnese of the Canton srea are
continuing to avoid Communist regulations calling for the conversion
of Hong Kong dollar holdings into PNB (p. 2). Meanwhile, a study of
probable USSR agreements on the Central Asian province of Sinkiang
lead to the conclusion that territorial acquisitions by the USSR are
unnecessary and that the Chinese Communis*s will provide an adequate
apparatus for Soviet control of that defensively strategic area (p. 3).

25X1 | |chinese Communist assistance to Ho
Chi Minh's "Resistance" regime in Indochina indicates that some mili-
tary aid is almost certainly being provided at present and that more
can be expected in the immediate future (p. 4).

The Thai Government is making a show of instituting strong anti-
Communi.st measures, presumably with an eye on the "self-help" condi-
tion attached to future US aid proposals (p. 5).

The first conference of the "equal partners' of the Netherlands~
Indonesian union is scheduled to convene this weekend: Jltems on the
agenda are extremely sensitive and the atmoaphere is uneasy (p. 6).

| NEWS _NOTES

L8T's barred from Shangha5.| |

25X1 eiping acadenmy for Party elite....Surmese selze Karen
capital™,

NOTE:  Section III contains a deseription of the Rus-
sian communities in China.

i The marginal notations used in succeeding sections of this weekly
, (man, wB", or "C®) indicate the importance of the items in D/FE
| opinion, with "A" representing the most important.,
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SECTION II., DEVELOPMENTS IN SPECIFIED AREAS

CHINA

Hyperinflation in Canton~-The steady decline in the value of the
Chinese Communist currency in Canton, which has been losing an aver-
age 50% of its value monthly, highlights the refusal of the Chiinese
people in that area to exchange their holdings of Hong Kong dollars
for Commnist money. ihen the Communists took over Canton laat
October, over HK$200 million froughly US$30 million) was circulating
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in the city and surrounding area. The capture of the city offered
the Communists a tidy prize in much-needed forelgn exchange. Losing
no time in seizing their advantage, the Communist authorities offered
PBN 500 for each HK§l, and at the same time banned the circulation
of Hong Kong currency.

From the start, despite publicized "clean-up”" drives to punish
those guilty of violating the ban agalnst the Hong Kong currency, the
people of Canton displayed extreme reluctance to surrender Hong Kong
dollars. This lack of confidence in the Communist currency was Jjus-
tified by the record of subsequent months, which saw FBN steadily
depreciatinz in value. In February 1950, the black market rate for
Hong Kong dollars climbed to PBN 10,000. By last week, with public
confidence in the Communist government strained as a result of haras-
sing Nationalist air attacks and as a result of the reported evacua-
tion of many government offices from Canton, the black price of Hong
Kong dollars had soared to FBN 22,000.

USSR's role in Sinkiang--In addition to the published provisions of
the Sino-Soviet Treaty, indications point to tLhe existence of an un-
published agreement, providing for joint Sino~Soviet development of
Sinkiang, as a result of which the USSR may have accquired legal sanc-
tion for a position of special influence in Sinkiang. The presence
at the recent Moscow negotiations of SEYFUUDIH, formerly a member of
the Soviet-controlled Ili regime and currently Chinese Comuunist—
appointad Vice Chairman of the Sinkiang Provincial Government, indi-
cates that Sinkiang affairs were on the Kremlin agenda. In recent
months, moreover, the Chinese Communists have publicized plans for
extensive economic development, and even industrialization, in Sin-~
kiangz. Since such plans would be nearly impossible to implement,
without Soviet aid, this propagzanda probably is designed to prepare
the Chinese public for the granting of a preferred position in the
economy of Sinkiang to the USSR. .

The Soviet goal in Sinkiang -- assurance of a controlling influ-
ence in an area regarded as essential to the defense of Soviet Central
Asia -- is primarily a strategic one. As in the 1933-1943 period,
when SHENG Shih-tsai was Governor of Sinkiang, Soviet domianation of
the province today can be ensured through joint Sino-Soviet economic
activity, with an attendant influx of Soviet advisors and technicians,
attached to the provincial government. The present secret agreement
can be presumed to cover Soviet rights to mineral resources {cspeci~
ally petroleum and wolfram), the establishment of Soviet trading
firms, new privileges of investment, an extension of the former
Sino~Soviet air agreement, the expansion of Soviet consular estab-
lishments, and the assigoment of Soviet sdviscrs both to the Sinkiang
pProvincial Government and to the Chinese Communist armed forces in
Sinkiang.
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It appears probable that Soviet control over Sinkiang will be
exercised throurh the medium of the Peiping regime and that no terri-
torial concessions will be sought at this time.  The Soviet-dominated
Ili government in .Jestern Sinkiang appears to have been liguidated
and the entire province placed under the nominal aathority of a
Chinese, rather than Turki, administration, responsible to Peiping.
Some of the J1li leaders have been appointed by Peiping amthorities
to serve in this new provincial government and have been admitted
to membership in the Chinese Communist Party. The Ili armed forces
have been incorporated in the Chinese Communist army and have been
moved outside of the Ili area, which is 'now garrisoned by Chinese
forces. This techique of indirect control will (1) impress the
Chinese with the belief that the USSR does not intend to violate
Chinese territorial integrity and (2) allow the Chinese Comnunists
to bear the responsibility for local unrest in the province.

INDOCHINA »
Chinese Communist aid to Ho--The balance of information on the ex- TOmAN

tent of Chinese Communist aid to the tio Chi Minh regime in Vietnam
indicates that there is almost certainly some movement of military
supplies from China to Ho's Resistance forces and that Resistance
persomnel have moved tactically bac< and forth across the Chinese
border without interference. HNeither the present existence of a
large-scale program of Chinese Communist military aid nor the parti-
cipation by Chinese Communist forces in the war against the French
has been established, however.

25X
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Now that the Chinese Communists control scuth China and are
publicly cormitted to the supoert ("moral and material, whers possi~
ble") of the various nliberation® movements of Southeast Asiz, the
present tendency is to attribute all Resistance arms acquisitions to
Chinese Communist aid., However, it is extremely difficult at pre-
sent to determine exactly from whal Sources Resistance munitions are
being received and what percentage of them are received from the
Chinese Communists as part of an active program of military and poli-
tical suppert. It is auite possible that most of the arms now being
obtained by the Resistance are captured from the French, locally
manufactured, or purchased from a variety of sources, including the

Chinese Communists. |

\ The fact )

that there has been mo evident increase in Resistance military capa-
bilities indicates either that the Resistance has achleved no really
significant increase in its armaments or that, assuming military aid
is being recelved, it is presently being reserved for future opera-
tions.

The apparent increase in Chinese Communist-Resistance contachs,
when viewed agalnst the jdeologlcal background of the Chinese Commu-
nist-Resistance relationship, establishes the practical coertainty of
some aid at present.and the strong probability of increased zid in
the immadiate future, provided: (1) that the Chinese Communists suc-
ceed in consolidating their south China position and will mt be ex-
clusively preoccupied with the pacification of an unruly peasantry or
the intended invasions of Hainan, Taiwan, and Tibet and (2) that the
Resistance under Ho Chi Minh does not break with the Stalinist bloc.

THATLAND

Anti~Commnist campaign--Recent Gove mment pronouncements at tacking
Communist propaganda and activities in Thailand possibly presage a
firmer official Thai stand against local Communism, Public co woani~
cues and speechea by various officials, including Premier Phibul and
Army C in C Phin, have appealed to business, labor and student groups
for cooperation in fighting Communist subversion, in the national in-
terest, and hawe attempted to alert the Thai people azainst confusion

spread by Communist pro anda
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Although thesze developments indicate a growing awareness of commu-
nism's threat to the Thai people, motivation for such a campaign would
stem in large part from a continuing strong desire for US support of
Thailand, in terms of military and economic aid, since, in the past,
the US has indicated that such aid would be contingent upon Thal self-
help. The action orobably also derives in part from basic Thali sino-
phobia, recently aggravated by Peking propaganda blasts.

The Thal Government's anti-Communist activities are subject, how-
aver, both to Phibul's whims and to pressure from certain military
and government officials, some of wnom reportedly are unwiliing to
commit themselves or the Government irrevocably at this time. Thusfar,
the Thai Government has given little substance to its professzed abhor-
rence of subversive activities in Thailland. Failing vigorous imple-
mentation — such as promulgation of emergency decrses or prosecution
of disruptive elements as violators of constitutlonal law -~ the pre-
sent anti-Comminist campaign will be more a matter of face bthan fact.

INDONESIA

First Union confersnce to meet--The Hetherlands-Indonesian Unlon con-
ference, scheduled to convene at DJakarta on 25 March, is the first
such Union meeting to be held and is regarded by both countries as
particularly significant. Both the Dutch and the Indonesians will be
represented by a strong delegation. Two of the issues expected to be
discussed -- Indonesian claims to Dutch New Guines and the fubure sta-
tus of Netherlands civil servants in Indonesia -~ are extremely deli~
cate questions,which, if they remain unresolved, may serionsly exacer-
bate relations between the two new partner couitries. The meeting will
take place in an atmosphere disturbed by Datch involvement in the
Westerling affair, recent drastic Indonesian financial measures, rival-
ry between the Indonesian federal government and its principal state,
the old Jogjakarta Republic, and intensified Indonesiar nationallsm.

HEAWS NOTES

Chinese Communist refusal to grant clearances to two L5Tfs, which
were bo evacuate US nationals and other foreign persomnal from Shang-~
hai, probably will be "explained" on the grounds that the LST's are
mmilitary craft" rather than the commercial vessels for which
clearance had been originally promised. Another motive behind the 1"e-
fusal appears to be the Comminists'! belief that the US, in thelr view
oresponsible" for the Nationalist blockade that made the proposed LST
shuttle necessary, should not be allowed to complebe the evacuation of
nationals without also "breaking" the blockade. There is as yet no
evidence that the Communists intend to prevent the US withdrawal from
China, but they may make the process both dif ficult, lengbhy and costly.
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The Chinese People's University opened in Peiping on 13 March
with an enrollment of over 1600 students and a staff of 130, including
nSoviet professors and experts!. According to a Chinese Communist
announcement, the students have been specially selected from among
the best cadres and workers in all the main cities of China. More
than half are experienced revolutionary cadres and industrisl workers,
while the rest are intellectuals from various Peiping colleges. The
institution is offering a 2~ to L-year course in public affairs as
well as shorter six-month courses. In addition, a 2~year Russlan lan-
guage course has been started and special institutes have been estab-
lished for research in Marxism-Leninism, the problems of the Chirese
revolution, and the like. The People's University presumakly will
function as a training school for first-rank Chinese Communist admine
istrators. Combining political indoctrination with training for tech-
nical competence under the direct influence of Soviet instructors, the
University may eventually become the principal source of administra-
tive talent for the Communist regime,

The seizure of Toungoo, capital city of the insurpent Karens, was
announced by a triumphant Burmese communique on 20 March. The Karenas
reportedly offered no resistance in defense of thelr "capital' and the
occupation was an orderly one. Toungoo's fall represents the first

major victory by Government forces against any of the principal insur- -

gent groups in Burma and probably means the end of organized Karen
resistance, although prolonged guerrilla warfare may be expucted to
continue. In addition to enhancing the prestige of the Burmese Govern-
ment and raising the morale of Burma's ammed forces, the recscupation
of Toungoo should permit the release of military units for « drive
against Communist and PVO headgquarters in Prome.

Approved For Release 200 Z: EIA-RDP79-01090A000500040015-7

25X1



Approved For RMe#se 2005/07/13 : CIA-RDP79-01090A%36500040015-7
SECRET

e G

SECTION 1IXI. RUSSIAN COMMUNITISS IN CHINA

In addition to the hundreds of Soviet advisors and thousands
of Soviet technicians reported to be streaming into Communist China,
the USSR is represented by an Embassy, at least nine Consul:tes,
and upwards of 60,000 Russian emigres who in recent yesrs have be-~
come Soviet citizens.

In Nanchuria, exclusive of Soviet forces in Port Arthw: and
on the raillways, there are believed to be more than 35,000 Russians,
almost all of whom are Soviet citizens. The largest Russian commu-
nity is in Harbin, with perhaps 30,000; another 5,000 ¢r mor: reside
in Dairen, Mukden, Changchun and in other major cities, Soviet Con~
sulates~General in Harbin and Dairen operated openly throughout the
period in which the USSR had no official relations with Comwanist
China; another Consulate has probably been opened in Mukden, and
smaller offices in other lortheast cities,

In Sinkiang, there are possibly 20,000 Russians, of whoa at
least 15,000 were Soviet citizens even in 1947, in addition %o some
thousands of non-Russian natives with Soviet citizenship. About
10,000 Russians are believed to be in Ining, and the rest in Tihua,
Kashgar, T'a-ch'eng, Cheng~hua, Yarkland and Hami. There arn Soviet
Consulates-General or Consulates in the first five of those :ities,

a disproportionately large representation which reflects othsr Soviet
interests there,

In China Proper, exclusive of newly-arrived psrasornel, there are
perhaps 10,000 Russians, of whom probably three~fourths or mure are
Soviet citizens., About half are in Shanghai, the other in Tientsin,
Peiping, Tsingtao, Hankow, Kalgan, Nanking, Canton and elsewhera, .
The Soviet Embassy is in Peiping, Consulates-General are in Shanghai
and Tientsin, and Consulates or consular offices are expectad in the
other cities named.

In offering Soviet citizenship to the ex-emigres, the USSR was
interested in (1) organizing and indoctrinating those whose services
would be valuable to China, and (2) repatriating those whose skills
were desired in the USSR or whose presence was not desired iw China.
Those in the first category became respectable representatives of
the USSR and were very useful to the Soviet intslligence service,
while several thousand of the others were repatriated forcibly (from
Manchuria} or voluntarily (from Sinkiang and China Proper) from 1945
to 1948, :

Coordination of Soviet and Chinese Communist poliicy, in regard

to both Red and Wwhite Russlans in China, is expected shortly. Russian
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emigrant organizations will be closed down amd their properis trans-
ferred to Soviet hands; the few thousand remaining iihiles will be
pressed to accept Soviet citizenship; few Red or .hite Russians will
be permitted to emigrate from China; and several thousand more
Russians will be repatriated to the USSR. The majority of ax-emigres
in China will probably be permitted to remain, but these Russian
conmunities will be under the close surveillance and tight control
of Soviet officials, and there is no prospect of an efiective anti-
Soviet effort by any group of Russians in China.
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